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Exports and Imports in the Two-Factor Model 



In the two-factor case, we have shown that the country's production- 
possibilities curve will generally look like abed. As production shifts from 
a to d in autarky, P c /Pw tends to rise. (Intuitively, to induce all 
production in wheat, point "a", you would need a very high wheat price and a 
very low cloth price. Vice versa for point "d" . ) 


Suppose the country in autarky consumed at point "c." If trade became 
available at P c /Pw = slope of line be' , the country could be made "better off" 
in the following limited sense. It could produce at "b" instead of "c" (more 
wheat, less cloth) , export eb of wheat in exchange for imports of ec' of 
cloth. The country could consume at point c' where it would have more cloth 
than it had previously at c with no drop in wheat consumption. 


Question: Can you find a point on the world price line at which the country 

could (if it wished) consume the same amount of cloth as at "c" 
but more wheat? 

Note that in the two-factor case, countries do not generally become 
completely specialized in production of one good. In the example above, 
after trade begins production point "b" involves output of both goods. But 
for the export good production exceeds consumption and for the import good 
consumption exceeds production. 



